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SECRE? ATTACHMENT obuURLE ]

NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

120024-2

#1177

e 4 o -—-Mr"
Exscutive Reqlsty

February 24, 1982

MEMORANDUM FOR Nancy Bearg Dyke

Assistant to the Vice President
for National Security Affairs

David Pickford
. Executive Secretary

Department of the Treasury é?
Robert P. Meehan e
 Assistant for Interagency Matters ‘ -
Office of the Secretary of Defense i? =
. . oy
Raymond Lett =
Executive Assistant to the Secretary a
Department of Agriculture : =

Jean Jones

Director, Executive Secretariat
Department of Commerce

William V. Vitale

Director, Office of the Executive Secretariat
Department of Energy

Thomas B. Cormack
Executive Secretary
- Central Intelligence Agency

Dennis Whitfield
ExXecutive Assistant to the USTR

Office of the Chairman
Council of Economic Advisers

SUBJECT: Senior Interdepartmental Group Meeting
re the Versailles Summit, March 4, 11:00 a.m.

Pursuant to NSDD-25 on preparations for the Economic and

NATO Summits, Robert Hormats, the President's Personal
Representative for the Economic Summit, will chair a meeting
of the Senior Interdepartmental Group for the Versailles
Summit preparations on Thursday, March 4, 1982, at 11:00 a2.m.,
in the 0ld Executive Office Building, Room 305. He will at
that time review the strategy and theme pPapers that have

been prepared thusfar (see attachments) and report on the

results of the preparatory meeting in Paris on February 27-
28, 1982.

SECRET

G238
ZCRET ATTACHMENT
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Representatives of the various agencies should be at the
Under Secretary level. The NSC staff contact for this
meeting will be Henry Nau (395-6961) .

Welod) O, Rl

Michael 0. Wheeler
Staff Secretary

Attachments , .

A Strategy Paper for Versailles Economic Summit

B U.S. Trade Objectives at the Versailles Summit

C Context of the Energy Security Initiative

D East-West Economic Relations at the Versailles Summit
E Initial U.S. Letter to the French with our Suggestions

for Theme and Issues at Versailles
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SrxasEel PAPER FOR VERSAILLZS ECONOMIC SUMMTT

June4, 5, 6, 1982

The Annpal ;ccncm;c Summgb takes place onr June 4, 5, 6 in
Versailles, France. Th;s Summit is the eighth and.the ‘Lrst
of a new round of Econamic Sumits. - Zach count:y has now.hos ed
one of these meetings. - Versailles takes us back in a sense to
Rambouillet, the first Zcomomic Sumit. It offers us an
cpportunity to recoasider the rurposes of these anaual meetings,
which have now become sem.-;;xed features of the ;nte*na tional
econcnic system since b“e breakdown of the fixed axc ba“ge rat
system and the il crises of the 1970s. It also sats up the
themes for the fcllcwing‘yéai of econcmic events and the 1983
Annual Summit which tne United States will host. And it occurs
'hh_a year in connect;cn w1th a NATO Summlb, which takes places
twe cdays la er on June 9,10, 1982
IZ we adé +o these chrorploc gical fac:s the‘hisés:ic ané perhaps
u:;:acedsnted cha:acﬁer of the Droblems which the West faces
(anéd whi ich the hold.ng ©of the NATO Summit in past re-1 ects), ths

Verszilles Summi= acqui:es extraordinary significance for Us

.

rates, Zast-West trade, ané North-Scutn relations, the communicue
issued at Otitawa raflected all of the Uni=ed States' majex

Ckjectives -- an upbeat fzne, no hirt oFf “*:‘=c*'c“--1, uniZiagd
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stable nrzces and.stzonq'dallar, thle'skeptlcal, the other
: part_c;pants.adcnted,a wa;t»ana~see" attitude about the us
Program. The;Un;ted States benefitted frem an imaginative and
attractive economic Plan that had ROt yet been testad
The follow-up of specific commitments pade at Ottawa, both
WIZlliten and unwritten, has proceeded &pace, despite some prass
.;ommenta:y to the effect that Ottawa concealed real difs Terences
W1th rhetoric (see status reno:t on Otbawa ccmm;tmen s at |
Annex A)- To be su:e, Ottawa q;d not resclve majoxr &ifs er.nces
on _n*a*esb.ra-es, fiscal and mcneta:y‘gcllcles ané trade
iSSues. 3ut resolvin issues in some aefin;tivé sanse is not

n =
the azprepriazs Deasure oﬁ‘Summits. The ag:eemen-s *egls red
at Ottawa set the Summise csuntries on a useful, common course |

.

that hzas oroé re
t srocduced real progress in a aumber ¢f arsas

Ne‘?e"" “"e 1 ﬂss e ::nom c anc Dc I “” c: ’ e‘,"'?'z-s sq :. cc e .- Ha?ra
Ll DA — I 4 c - e et At e e Sod ) O‘-Haﬂa oe
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(except Japan)
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© == : persisting high US interast rates and value oé
the dollar
°f Projections of massive US budget deficits
== 'growlng trade can‘l;c S among US, Zuxope ang Jagan
=~  new saclal;st.gove:nmnnt,zn ﬁrance.zmnTementhg
pol;czes cb demand stimzlus, pro: cectionism, nationa.—
ization of _ndust:y, and.exchange rate intervemsion
| all of which are dlrectly oncoseq.tc US economic. -
- prefe:ences. |
- imposition of martial law in Pola=d and ténsicns
within the alliance over application of economic
‘Sanctions, Particularly as +he iatte: affect.the

w b . - - 3 3
estezn Europe-Soviet Union gas Pirelire project

ISsues at Versailles
Given +«h
-2€Se events, the President's success at Ottawa will no+ !
=
oe easy o @& i i
Y €2 duplicate. The économic setting in +ha United States
-n o o =
v\d Eu o) < 7 %
an LIope will not help Very muclk. Even is econcmic activity
. - N [
.S stren vm ]
b.e-g* thening, unemplovmen= =3 Eurcope will be at hise o"c
- ol
hich leve7s =
r generatin
S ting irmense s*essu.es £or covermments =g
[} 1 " = 8
SO scmett
4 cmetiing. The nocr Haczoeconomic settinc will color
t=ade, = Ty and aid &i ; == )
r RODnetazy and aig Glscussions. As impeorszn+iv tnless
= - -y -

- - e

S=>in - i t ‘
F=32G, <2e skeptics 2% heme ang abroad will ze lokbvine ol 1
=i. e lobrying stroncivy

-

Icr acreemen+ on polic

acticns no+= cons~st is

_ WLlll oux economic
sTocTaznm. iss8 o i
popatete Zconomic difficulties will spill over inses =he mors

Solitical discussion i | :
- - [N —-— - «00sS as wel_l_ - - 1 - Py ] -
€9i0ring the Zusopean apor aoch
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Moreover, the United States has not yet developed an effective

N

and convincing international dimension for its economic progzam.
Persistent discussicns of "cccrdination“ and “ccone:éticn"
genexa*= expectations of acticns we may be willing to taka

.

either- domest;cally'or Ln the: trade/monetary aléldp in order

ta bette. coo:dzgate.wmth.ou. Summat.aa:tners;, The Administrztion’s

eccncmzc'ph;loscnhy’ leaves: Lit=le rocm for ovezt ccord;natxcn
ef s@o:t«texm pclicy~agﬁ;ogs, but provides ccnsiderable cpgcr-’
tunity for cocrainatiog.éf longer-range apmroaches to econemic
pPolicy. Unfortuna: tely, in the latter sphe:é, a wid; guls
separates us from, for example, the French, with mos: of the

others located on +the intervening spectr

;These factch'all.suggest that the cnallenge at Vérsa;lles will
be g*eate- than that faced az Orkawz. The newness is gone, ke
economic prcblems'mora severe. The preparatcry process is under
the conitrol of the countsy (France) least sympathetic tc cus

approach to ecomomic policy.

The dcminazt issues at Ve*sa;lles-are likely “o .nc1ude, Toughl
- maczoeconomic issues, particularly massive doubes
atcut US economic policiss, which axe unlikely o
te muted as thav weze at Ot<zwz whe= the US :*og‘a
was still untssted.
~-=_ trxzde issues, w__n.t“_ CS trade balance and d&cmestic
concmic circumstances (Pazticularlv £hreztened

- . . . .
reciprocity” tyoe actions in Congrass on autas, etc.)

.
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. in::easing cressure on US ofificials to bea= un'on
the - chneans and. Japanese, at least making it less
l&kely that we Can resist European Protectionise
Policies such as those advocated by the COmmnn;tv
at. Ottawa.

— -EastsWest.traée-issues, deuead.ng neav*ly bcr'thL_
dev:s;veness on how tha situation _n.°c7and and the
allied rasponse evclve.-

=D y ;s
‘Onetary issues, with the ’rench governmen

s 3

D
i
]
0]
i
0
i
0

& traditional French interest ang a2 curzent policy
interes%, Stemming from domesticg infla ;ionarv Bolicies
. I} ‘ o ) ’
2 1ntervention in exchange markets ang more fixed
exchange rates (as in =Ms).

== . Energy and ncrth°50uth issues, less likely to be.
burning issues unless +he dmscLsS?cns in New York
o2 Global Nego:iations polarize or new disruptisns
o energy Surpliss cccur (e. S. I:ania# attacks or :
subve:sién against Gulf oil producers).

CS Objeckives

- € =033 :
Cuances of zalling o keep economic differances i=
check;
. — TO strancthen westarm T
en C2XIll unity in =he tace of

centad 1ies -
8C Politlcal (Poland) ang 2conemic (unemblavammne
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== ' to address immediata issues Candidly but also to
Place them in a ccntext‘that Points to the longexr
term.and the need &= de*.ne new principles ang
criteria zcr Wéstexn economic cocperatioﬁ in the
1980s;

-— to‘§?§ject' ;alm.and'deée:minazicn over the s
econcomic recovery effc:t, stressmng that the prcgram
deals wzth.‘undamen tals and Will succeed over tima.

US St*ategv .

The difficulty we face in.making Veréailles & repeat §nccess

Zox President Reagan réqu%res & strategv encempassing thé,prepara-
tion, the procedure and the substance of the mesting. The

French have alrezgv iﬁ’iCabed their p“ellm;“a:v thinking on

.taese thzee items: they want to minimize the "bureaucratic”
e.emenb oL the Preparatory process, +o generaté in-depth aape#s

on specific issues (the Trench have Suggested instability o=
Zarkets ang manacement of technclogical'innovation as two such
issues) to focus discussion on those issues, and to arrive axt

concrete policy decisions which can ke implemen+ed by all

3

Participants. Prom the US perscective, each element of £ha Tzanch

thinking is tToublescme: we wan:t a PISparatory zrocess which

encages all ralevan: Ségments o the several govemments, discus
sions which emphasize +the long=-range ang inter=eslatad aspec:s
o zolicy ané =2 ccmmmnicue which is .leng en shared principles,

€tC.... anéd shc-- On concrete Policyv acxions.

(7]

. 2rocecurass

If we ara g =e effective, the Cnited Statesg shoulé

‘ advocata a prepa-ator =7 Process which encages a -
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== ' to address immediata issues candiély bnt also to
Place them in a contexs that points to +he longer
.tgrm.and the need to define new Principles and

cziteria fcr'ﬁe$texn economic cooperation in tha
1380s;

— to'gF§ject calm and determination over the @S
economic recovery effott, st:essing that the~pragﬁam
deals with ﬁundamentals aﬁd.will $ucceed aver timé.-

US Strategv

The diffi ty ;n. in .
Cifficulty we face ia maki g Versailles a repeat success
Zox Presi t :
Tesident Reagan reguires a strategy encompassing the Prepara-

Y o) 3 3 3 | .
c~Cn, ©ae procedure and the substance cf the pesting. The

:“ ” - - - - 3 ’ -9
sTench pave already indicated their prelizgina=y thinking 6n

. tlese three it R t inimi
s ems: they want to minimize +he "bureaucwatic"

elemant o0f +he Preparatory proceés, to géneraté in-depth name?s
Ch stecific issues (the FTrench have Sugcested instability of
Zarkess and Management of tachnolégical'inncvation as two such
issues) %o focus discussion on those issues, ané tg arrive azx

=i =
csnc:etg Policy decisions which can e implemented hv alf‘
Farticizants. Frem the US perspective, each element of &ha Franch

———2X-2¢% .5 troublescme: we Want a preparatory sr=dcess hic
o~ - - -y - - ‘«':Z'. -

-
in
9]
e
in
]

ngag 1l = S 3.
cages all ralevant se ments o the several govermments, &
- 4
S-CnS Wilch emphasize the long-range ang interralated aspects
c:- : T" - - .' . . - I . )
FOLLCY and a2 commmicue which is .lcng cn sharsd pri=cisd
. — - -~ T~ - - dma- l_.’_as’

S -~ b
8ZZ.... axnéd SACIt on concrate volicv actions

2. 2roceduras

TE w ~way de - <= : 3 $ :
€ a8 o 2e elffective, =he Cnited Stztes shoulé

a"v =, - ‘ - en i g .
cvocata a praparatorw Trocess which encages a -

Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R000500120024-2




LY P
Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R000500120024-2

“The gen ' strategy £5 2 i
general strategy followed in the preparztion of

' Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R000500120024-2

have suggestad. We have ‘alrsady 6isgetched 2 note

to the-?:ench Suggesting that the Febzuary meetiné
o? pe#scnél repres .at_ves and all subsegquens meastings
should involve full delegations (th:ee members) as
has been custcma:y in the past (see Annéx'C)‘. We .

.

of tth us prcposale

Substance

The United States owes tha ?fench a letter hefors &h
) ey P = By ‘o o
n b - 4
ex? Preparatory meeting on februaxzy 27-28 out‘iﬁing
by d
Our suggesticns on themes and issues a: +he Summis
o

A drafe A= i i
draft of this letter 1S attached at 2nnex D.

this letter ang in Our” current thinking about =he
Summit involves the followine alement+ts: .

1. The F |
The French ang pPerhaps other Surmis Partners will

un 1 i J '
emplovment, high inkaress rates, moneta=y

1 < < - d =
20l lCV with pazticula~- zocus cn s econcnic
;59 - - ° )
iaternational issues -- trade, ’ast-wes* ralatio
» - h - - ::- IIS,

co £ &&= 3 i
nsecuences of adsroxeca acmestic policias, such as

suss;c;es, Cemand s+imuius measures, etc. for
multilatarzl trading and fimanmeial zal

ultimately for or ¢
T==< £5% Prospects o domestic recover
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. | == trade in its broades: Sense as it rslatsg
_ to domestic adjustment Policies, techro-
logical irmovatieon ani investment;
- énergy secu:itf building on soung doemasti
market policies (which have been zchieved
E . lnc?'in most Summit countries) and.intér-
naticnal cooperation +o Drotecs againé:
vulnerability of supplies; .
~—  East-West gconoﬁic relatioas:

2.  Ia addition =o formulating positive tlexes, the
Unite@ States may have to undertaks va:igus steps
to deflect or redirect the Zocus of othe= CQVE’;“
merts on US econcmic pcli‘-- %o possibilities

area:

. - .b’ . - N -0 ) -.
— inxh;;t;ves to discuss Us econonic solicy
o y . : » i
outside the Surmis pPreparatory cortex:, as
- =2 ¥ -
=% the case of the US invitation #5 +&ha foled

3 PN - * . -
€2 hold a seminar cn the President's mew

B

Econoaic Report after iz is relsased
mid-February; | |

- have the raditional zacroeconcmie éa:e:
éone bv the_US Eraftad jointly wishy =xa CR
SO as t; éwell less on Us'policy and,:c:av
1 how markets in other S’;-‘t countrias

as well as in the US work.

- de — - = % .
cTitlical cxossrcad for the Wester= Allianca by
- e — o el
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o tha first of a new rcund.of Sconomic

: . . Summits;

- o de Ty ] d e 2

- e Summide bhat'set in motion the process
Of shaping a reinvigoratad worla econcomic:
System for the 1980s neg_nnlng on the trade

AAarea wzhh the Gamp Mzn;sterzal sc.edulad "

for'chembe:'ISSZ: ;

- The Summ;t that reasf lzmed fundamental

Western values of pPolitical freedom ang

by

- economic opportunitv

the face of political/
mili cary challenge and economic failu:e
cg the pa=t of Communist systams.
4. However bold the Unitad States chocses =»
be, several critical issuves must be ada.ﬁssed
, . o in our own prenarat;cns (2 discussion Daper
at Annex T cevelops these points in more
detail).
= Eow do we +fake the offensive ko
"intermationalize" +he Administraticz
approach to eccnomic policy? The
exphasis, especially ia ZuTope, on

cooperation and coordinaticn makes ‘=

GLVe sudstance i cur defimiticn e=
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Lo ‘ What 2re our multilakeral +~ade

quect;veS'that g0 beyonéd a lisk of
sectors. (services, investmens, agri-
\cultu:e, ete.) where.it is in cur
. specific econcmic interest o sush
| | | libe:elizaticn? Ie there a,theme_fcrf'

. : - trade in the 1980s tha+ has the mutuaiiz
~advantageous raticpnale of tnzzf:
reducticns in the 1930s, 1960s and L§7OS?

. — Can we define a set o acticns consistent
with market tolicies £0 "enexzcgize"
ene*gy cooae*at_cﬂ a“cn@ the Westarm
all’es’

—  How do. we sus_a_n the offansive rapre-
‘sented by Drasident Reagan's grsgﬁan

or-developmenﬁ. T Cancum while

~recognizi;g budget constraints ana
constraints on US trade pelicy with the
LDCe (which legd Tecently to the Adminig-
txation's c:§:§£;Z;;;g; 2 morIs restrictive
textils agree en“)’

c Do m3diam Fisthd : o=y
. fIéparaticns within +he [S Gove ment
Iamen

N
H
{

fu
-
i~
] <:

agency process spanninc the bursaucracy hoxt
anc vertically, involving'seva:al'Cab‘*e* Courmeils
e - - —— - L

The insus of #wi :
>e — - I Taxs exesa Scs N~ ey = . .
xXtansive srocess was G=sazzcinting

{

13 <erms of the mate=ial su Slisd to zhe Whiz=s Zcuse
=0= evencuzl use by the Bresiden= Woile £he g

= e - -s
: 0 Summisxy ~eguirss rrecac Sarticipaticn frpm =ha
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gu_dea both Procedurally and substantively, bv a'
small coherent group which commands the confidence
o the White Eouse senlor staff. This "Steering

Gzoup” shculd bhe invclvéd in a2ll aspects of Summi=

reparations and be granted prio ity attention wnen

‘g

policy deczszons.aze required. A group canszst;ng
- of the Preszdent’s Pe:scn;l Reprasentative (as Chzizman)
a;d.regraseﬁtatives ofzthe E*as;d 's office, the
Vica'President‘s office, State, Treasury, CEA, NSC
and USTR would seem agpropriate and has been establish;d

undexr the Assistant Secretary of State for Economic ané

’ ,l ’- ; - L3 L] .
Business Affairs who is acﬁ;ng &s personal represen=z:ive.
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- 'By” June, the durability of trade and investment relations
among the Summit Countries will have been severely tested.
.We are likely to meet either in a relatively upbeat context,
based on real progress toward resolving our problems, or in
a very strained climate if such progress is not achieved.
Over the next four months any of the following areas could
cause serious confrontations among Summit participants and
there is a real risk that several of the areas may get out

of hand at once:

]E Tab B |

Improved Access to the Japanese Market - a serious concern
for all other participants.

Further Sanctions Against the Eastern Bloc - a particularly
critical issue between the United States and the Europeans.

Excessive Canadian Economic Nationalism (NEP/FIRA) - a major
problem for the United States.

Ixcessive European Subsidies - the major problem for the
United Staces and Canada 1is in third country agricultural
‘markets; subsidized export credits and continued subsidies

of steel and high technology also are a major U.S. concern.

Spreading European Import Restrictions - risk of difficulty
between Europe and Japan 1n industrial products and Europe
and the United States/Canada in agricultural products. '

‘United States Trade Actions - the steel and agriculture cases
Will cause great consternation in- Europe; reciprocity legisla-
sion will be a concern to all other participants. .

The political management of these issues will be complicated
creatly by adverse economic conditions, especially high
unemplcyment in Europe and North America, and weak governments
~in Eurcpe.

Since .we cannot predict at this time how these problems will
look at the time of the Summit, our preparations for the Summit
should focus on less volatile, longer-term issues and initiatives
in the trade and investment areas. In some instances, the

Summit could address directly problems of concern primarily

+o *he countries involved, and in others it should spur Progress
in other areas (e.g., GATT Ministerial). It is suggested that
we establish the following as key trade and investment priorities
for the Summit: :

‘ | 0R1CINAL CL )4 /h/ /4////'/7/_,‘,//‘41
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-~ a strong push for assuring that the GATT Ministerial,

" in November, addresseées unresolved and emerging problems
in the trading system in a meaningful way. At a
minimum the Ministerial should develop approaches with
respect to safeguards, agricultural subsidies, services
trade, and trade related investment issues. .

-- devising longer-range objectives and strategies for
encouraging development and integration of LDCs into
trading system, with special attention to getting
NICs to provide improved market access for other
LDCs; additional measures to improve our market access
to LLDCs (e.g., enhanced GSP, preferential treatment -
under MFA); and improving investment climate in LDCs.

-= establishing a multilateral forum for continuing
dialogue on high technology issues including
exchange of information on government policies
and impact of those policies on others and ways
to promote spread of technology to LDCs.

Other possible priorities that deserve consideration include
launching an international review of the international trade
and investment impacts of

-= national tax practices

-- the conditions in national capital markets and
access of foreign firms to those markets

. == national competition policies
-~ multinational corporations and investment policies

Most of the above topics were selected to emphasize the shift
in our trade relations away from the traditional focus on
trade in goods and tariff and nontariff barriers to such
trade. It is clear that in the next 10-20 years we will have
to focus to a much greater extent on other types of trade
and trade barriers. This Summit could call attention to

‘these shifts in emphasis, and launch or encourage a series of

Frocesses designed to adopt the multilateral framework
accordingly.

We will need also to consider whether a more traditional
aifirmation of joint commitment to the multilateral trading
system should be prepared for the Summit. Given present
tncertainties, it is premature to make that decision--we must
await further developments in next couple of months.

CONFIDENTIAL
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Context of the Energy Security Initiative

The following paper outlines some elements of an energy
security package for consideration at the Versailles Economic
Summit. The package and the timing of its implementation
are directly linked to the debate over the Soviet Union-West
European natural gas pipeline. Our approach to this issue,
over the coming weeks, will largely determine how we should
approach the subject of energy security at the Summit. If a
positive solution could be found to the pipeline problem,
then Versailles would be an excellent time to disclose the
results. If on the other hand, no progress is made with the
Allies, the pipeline debate could become a devisive element .
of the Summit meeting. The following three scenarios help
clarify the nature. of the problem:

Scenario I. The Europeans abandon the pipeline and the

US contributes a major package of alternatives to assist the
Europeans diversify their energy supplies from more reliable
sources. This could include direct assistance (stepped up
coal exports), as well as indirect means (i.e., deregulation
of natural gas), which would reduce overall US ernergy demand
on world markets and thus allow more opportunities for
others. Consideration could also be given as to how lost
European econcmic opportunities could be rechanneled into
other projects (North Sea pipelines, Alaskan natural gas
pipeline, etc.). Our effort, to be convincing, will have to
be more specific than previous discussions we have had
together on this subject. Measures are likely to be expensive
and in some cases may require a change of US policy.
Nevertheless, this scenario appears to be the best of any

- outcome albeit the most difficult to achieve. The following
Summit paper emphasizes elements of this strategy.

Scenario II. The Europeans go zhead with the pipeline
and the US tries to stop it, using any means at our Gisposal.
If the US was successful in stopping or seriously delaying
the pipeline -- which current analysis suggests may not be
possible -- then overall reliance on the Soviet Union would
be reduced and their hard currency earnings restricted.
dowever, short term problems in the Alliance could be
greatly exacerbated and cooperation in other areas of mutuzl
concern (like TNF and COCOM) threatened. In addition, US
industry would lose a significant amount of shor: term
business and may sacrifice long term market opportunities.

t
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Scenario III. Despite our opposition, the Europeans
go ahead with the pipeline; the US agrees not to extend
existing sanctions and perhaps allows equipment already in
Zurope to be reexported. In return the Europeans agree to
limit their imports to quantities provided for in current
contracts. They also agree to Put into place safety net
measurgs (more gas storage, greater shut in capacity,
increased dual-fired capacity, better integration of the
grid, etc.) and to cooperate with the US in developing
alternative sources of gas supply. The Europeans would
probably be amenable to this approach. It would provide
some added basic security, although our desire to stop the
Pireline would not be fulfilled, and we would be seen to be
backing away =- even if slightly -- from our Poland-related
sanctions.

CONFIDENTIAL
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Energy Security Theme Paper

I. Overview

The events of the last decade have illustrated how .
integral @ component energy is to Western economie performance.
Achieving economic stability and renewing investor confidence
requires a stable and secure energy situation, yet in this
time of relative oil surplus, there is a tendency to be
lulled into complacency. We should not miss the opportunity
to take advantage of the current lull to reassess our
experiences over the last few years and to take appropriate
action to encourage a diversified and safe energy base
necessary for long term economic stability.

Experience has shown that reliance on market principles
is the most effective way to pursue long term structural
adjustment of energy economies. For example, the price
increases of the last few Years have resulted in significant
reduction in energy demand, illustrating in a most convinciag
way the importance of clear market signals to consumers.
Today, we find ourselves in a much better situation with
©il price relief brought about through a more reasonable
approach.to energy policy based on market principles.

We should learn from this experience, build upon it and
encourage our Allies to adopt pricing structures which
reflect economic pricing, so that the transition to other
sources of energy can be done in the most economical way
possible.

At the same time that we pursue a strengthening of
market forces it is also prudent to reexamine the topiec of
energy security. Energy security in the 1970s focussed
primarily on protecting economics from severe oil supply
disruptions and on promoting the need for alternatives. Our
preparations, most notably in the IEA, arose out of the
specific case of the 1973/74 oil embargo. Yet today energv
risks have broadened: small ocil shortfalls can have dispropor-
tionate effects on the overall economy; a dangerous blind
spot has emerged with respect to the security implications
of alternative sources of energy, some of which represent
risks equal to that of insecure sources of 0il supply (i.e.,
European dependence on Soviet gas); and there is concern
that investments in key alternatives, such as coal and
nuclear, are not being made at sufficient rates to
induce a diversified énergy economy. We see a need for the
Allies to reassess their energy security measures --
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collectively and individually -- and take appropriate action
to build Western defenses.

II. Energy Security Objectives

The major long term objectives in promoting Western
énergy security should be tworold:

- encourage domestic alternatives so that oil imports
can be reduced over time; and

= diversify energy imports, but not in such a way
that just trades off security problems (i.e.,
European dependence on Soviet gas instead of
Middle East o0il). '

The principal means of achieving this balance and therefore
a4 more secure energy base is through the economic pricing. of
energy, which has proven to be effective in promoting new
supplies and encouraging energy efficiency. As other fuels
begin to displace o0il, however, it is essential that the
security implications of these new dependencies be carefully
assessed and remedies sought == especially if imports come
from politically unstable or potentially unfriendly sources.

Over the short term energy security can be enhanced
by an increase in o:l1 and gas stocks, either in terms of
inventories or shut in production capacity in OECD surplus
countries. High levels of stocks provide an essential
‘cushion of time which allows for more reflection and therefore
more prudent decisions by governments during a2 crisis.,
Furthermore, if sufficient stocks exist, companies and
consumers are less likely to engage in panic spot market
buying which in the past has resulted in steep overall price
increases. Stocks also have a deterrent effect on producers
who may wish to use ¢il or gas as a political weagon.

ITI. Multilateral Enercv Securitv Initiatives

. The: IEA Ministerial and Versailles Economic Summit
offer an opportunity to expand the concept of energy security
and set the framework for a2 redirection of industrialized
countries' energy strategies. The following elements l
comprise an energy security package which could be considered
by Ministers and Heads of State:

CONFIDENTIAL
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Energy Pricing

== Adree to ensure that inadequate pricing structures
do not impede energy development. For fuels where
there is a world market, domestic prices should —_— - - -
reflect international prices. In those areas
where there are not world standards, the marginal
replacement costs should serve as a guideline for
pricing strategies.

- In those areas where national security could be threatened
by potentially unstable sources of supply, consider
imposing an import security fee to reflect the true
cost of the imports and to help generate funds for.
security measures.

O
[
-

- Reaffirm the value of the IEA/EC Emergency Sharing-
System as the major mechanism for protecting Western
economies against severe disruptions in oil supplies.
: . -
-— Recognize that the opportunity exists over the
next few years to increase strategic oil
inventories.

-— Continue discussions on use of oil stocks in supply
disruption situations, but avoid taking binding
decisions which could jeopardize the effectiveness
of response in times of oil shortfall.

Natural Gas

- Agree to accelerate the pace of natural gas
exploration, development and transportation
systems in Summit countries; continue to discuss
ways to stimulate exploration and development in
other countries (e.g., Norway, Netherlands).

- Foster more efficient gas use through
competitive (fuller cost) pricing.

- Reconsider the desirability of increasing
dependence on insecure sources of supply outsice
the OECD area.

CONFIDENTIAL
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- Given the expected increased weight of imported
natural gas in European energy economies (even without
Soviet gas), mandate the IEA and EC to explore and
develop with utmost urgency means for enhanced security
including increased storage facilities, built-in surge
capacity to be tapped in times of emergency, better
integration of the European gas grid, and more
dual~fired capacity among large industrial users.

Coal - .

- Recognize that considerable Progress has already
been made by the private sector in expanding world
coal trade. .

- Underscore the importance of development of key
infrastructure, including shipping and receiving
ports (i.e., dredging of ports to handle large
coal carriers). '

- Stress the need for long term contracts to
provide sufficient private investment to realize
greatly expanded coal production and use.

Nuclear Energy

- Agree to exploit the full econemic potential of
nuclear power as an important component of energy
diversification.

- Provided that preliminary studies support such a
step, establish a high level group on nuclear
. energy within the framework of the IEA/NEA/OECD
to assess the current state of nuclear development
and key problems (financial, burdensome
regulatory practices, back-end of the fuel cycle).

- Call for an international cooperative waste
management project.

Cooperation in Energy Technologv Develooment

== Meximize effective use of limited resources by reviewing
how cost, task and facility sharing, on an internatiocnal
basis, could reduce costs of expensive national prcgrams
in fusion, nuclear safety and synfuels.
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IVv. Us Measures to Support International Initiatives

might consider initiating a number of domestic measures. 1In
some cases this would require significant policy cheices and
expenditures, including possible reversal of some recent
decisions, that were made Primarily on domestic policy grounds,
without reference to eénergy security implications. A sample
of these measures might include: ‘ ‘

- Continue to £ill the SPR at a healthy rate.

- Continue government support on a cost sharing basis
with Port authorities to vigorously promote US coal
exnort$; support enaetmen; of %eglslatlgn reqguiring an
effective framework for financing port improvements.

- Offer to contribute to a major nuclear waste facilitv.
This could alleviate signifiicant US public concecns
-about nuclear waste buildup and facilitate an
expanded nuclear power program.

- Consider means premote energy producticn in devele
countries, by such means as increasing the multizl
effect of World Bank energyv lending.

-

oing
ler

v. ther Summit Country Initiatives

Other Summit countries have considerzble scope for
improving their ernexgy policies and security. The athached
Aanex includes a short check list of key energwy olicy andé
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security deficiencies in Summit countries as reviewed by the
IEA Group on Long Term Cooperation. 1In general, other
Summit countries should be encouraged to:

- Strengthen gas security measures and impose an imported
gas security fee (Germany, France, Italy).

- IncreaSe_European natural gas exploration and
 development (UK, EC).

- Increase o0il stocks (Italy, Germany, France, Japan).

- Adopt energy pricing strategies which induce long
term development. of alternatives and better energy-
efficiency (Canada, Italy, UR).

- Induce greater substitution of coal for o0il in
the industrial and electrical sectors angd improve
infrastructure for importing coal (Germany, Italy,
France, UR, Japan).

== .. Expand nuclear energy capacity (Germany, Italy, Japan).

Attachment:

Annex

Drafted: State(E):WFMartin:jvm:2/18/82
' x24382
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Energy Def

nergy Deficiencies
IEA/SLT)

(as reviewed by

Canada

pace of deregulation of oil pPrices too slow (only
75% of world oil prices by 1985);

need to increase oil and gas production, yet
discrimination against foreign intérest may impede
this objective:;

need to accelerate development, use and export
of coal. .

Germanz

- =

e

inadequate plans for natural gas securityv;

nuclear power plant delays due to dwindling
public confidence;

need to stimulate domestic coal production and
increase capacity to import and use coal;

need to accelerate fuel switching pclicies to
substitute imported coal for 0il, and increase
electricity use in the domestic and industrial
sectors.

Italy

inadeguate plans for natural gas security:;

insufficient investment by ENEL (state electricity
board) for cocal and nuclear power vlants;

pricing of all fuels (except gasoline) and electricity
well below world levels;

need to expand infrastructurs for cas and coal.

accelerate leasing and exploration so as to have a
better estimate of potential oil and gas reserves;
in licht of this eXDperience reconsider depletion
poclicies;

onerous and unstable tax and rovalty regime has édiscouraced
©il and gas exploration;

lalalY el ol X )
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- need to raise natural gas prices; eliminate BFG
monopsony which keeps gas prices paid to producers
at an uneconomically low level;

- encourage greater coal use, domestic production
and imports.

- accelerate rate of decontrol of natural gas prices;

- expand coal export facilities (éspécially ports)}

reduce burdensome regulatory process and thereby reduce
lead times for nuclear power construction;

- promote more vigorously synfuels and renewable
energy sources. y

France

- expectations for increases in domestic coal
production may be too optimistic; need to more
seriously consider imports;

- inadequate plans for natural gas security.

Japan

- encourage substitution for electricity, coal
and gas for oil in industry and electricity and
gas for oil in residential/commercial sector;

- expand use of coal and nuclear in electricity
Ggeneration;

- extend and strengthen auto fuel econcmy standards,

' OOACINCATIAL .
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EAST-WEST ECONOMIC RELATIONS ” " rab D
AT THE VERSAILLES SUMMIT

Background ' :

The United States introduced East-West- economic
relations as a Summit topic at Ottawa. (We had also
raised the issue at the 1975 Puerto Rico Summii, where we
called prophetically and vainly for a coordlnated'allied
approach to the problem of the rapidly rising Eastern debt.)
The Ottawa meeting led to progress in-the area of stra-
‘tegic trade controls, where a high-level meeting of COCOM :
in January launched a tightening of common allied restrictions
on the export of militarily useful goods and technologies
to the East. But in the other three areas in which we had
soucht better allied coordination =-=- contingency planning
for eccnomic measures in the event of a crisis in rela-
tions with the Soviet Union; joint planning to reduce,
Western economic vulnerability and enhance Western economic
security; and deVveloping common policies to improve Western
influence and leverage -- progress has been slight or non-
existent. On the contrary, the crisis in Poland has in-
creased the risk that Western differences will be exposed
and exploited by the Soviets. .But the Polish situatioen,
and particularly the Polish debt, has also created ex-
ceptional opportunities to forge coordinated allied posi-
tions that will greatly strengthen the Western hand and
shift the risks of East-West trade from Western haxnaye*s
to the Soviet Union.

US Objectlves (to be sharpened after the Buckley mlss’oq)

-- To -address East-West trade finance and explcre
ways to shift costs and risks from West to East.

. -= To reduce harmful competition among Western
. countries for East bloc business.

-- To draw- attention to orog*ess made in control-
ling trade in strategic goods and ;echnologles
and give continued impetus to the work oI COCOM.

Discussion g , -

The ability of Poland to acguire a hard—cur*oncy debt
estimated at close to $30 billion, and the inability of .

SECRET
RDS (2/16/82)
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Poland to repay, contain lessons for Western governments
and lenders that-have not been learned. ’

In 1975, at the Puerto Rico Summit, U.S. officials

expressed concern about uncoordinated Western lending to

a Poland that then owed perhaps $13 billion in hard cur-

rency and needed to spend about one-third of its hard-
currency receipts on servicing that debt. In the six
‘years since the Puerto Rico Summit, Western lending to

the Soviet Union and the Eastern European members of i
COMECON has totalled perhaps $60 billion. Pipeline loans .
will increase this figure substantially. The Economist .
estimates this lending as "probably a faster rate of
grant-giving even in real terms than American Marshall

aid to Europe in 1948-1952."

This huge transfer of resources has occurred without
coordination among Western governments and without serious
risk analysis. Loans have been heavily subsidized by
Western taxpayers, either directly through extension of
official credit at below-market rates or indirectly through
official credit insurance and credit guarantees. - With

. . Western official institutions already facing heavy’ pay-
4 * outs on-bad Polish loans (for example, the U.S. Commodity
Credit Corporation has paid out -$¢ ' million, France's
COFACE § million, and Germany's Hermes § million),
and with Remania and even -East Germany in extremely precarious
financial condition, the folly of past practice has be-
come evident. Even in terms of building markets for Western
exports and employment, the returns on loans to the East
are trivial in comparison to the returns on loans to the
upper and middle tier of less—developed countries.- And
the anticipated political galns -- richer East-West links
that liberalize the East, enhance security and cooperation
in Zurope, and strengthen the moderatzng elements in
Soviet foreign policy -- have simply no_ materialized. .

. Under these circumstances, there is an urgent need
for a2 joint assessment of the Western course. The compe-
tition among Western governments for Eastern markets has
cbviously been a losing game for all players, and it should
stop». Western taxpayers should no longer be asked to : .
unéerwrite the risks of East-West trade that arise £from .o --
the gross economic failures and political turmoil of: the
Communist regimes. And Western governments should ovlan
together now how to share the burdens of non-payment of bad
lcans already extended and avoid the worst consequences of
East bloc defaults. ’
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The forum for such discussions is not of great con-
sequence. Informal talks in" a Paris-type creditors' club,
in a G-5 setting among financial officials, in periodic
Sherpas ‘meetings, or elsewhere would serve our purpose
well. ' :

Although our presentation at Versailles should con-
centrate on the debt, we should not neglect to follow-up
on the COCOM high-level meeting that grew out of the
Ottawa Summit. That meeting produced-a consensus among
the NATO countries and Japan for tightening controls on
"really strategic" trade with the Soviet Union (while
removing from the COCOM embargo items no longer of strategic
significance), closing embargo gaps and loopholes, angd -
improving the enforcement and administration of the embargo.
But if high-level attention to COCOM matters begins to flag,
the momentum of the high~level meeting will soon be dis-
sipated. At Versailles, we should stress the need to
translate the conclusions of the high-level meeting into
actual changes in the embargo lists and procedures; call
for action on U.S. proposals already on the table; and
.ask that adequate resources (including defense and intel-
ligence_experts) be made available for COCOM work.

a SECRET
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SUBJEE?: VERSAILLES SUMMIT: MESSAGE FOR JACQUES ATTALI

i C - ENTIRE TEXT

<. FOR PaAR? PLEZAST DELIVER THE LETTER (IN PARA. 4) FRCM
RCEERT HMORMATS TO J4ACoUESs ATTALIT.

3. FOR OTHER ADDREZSS=ES, PLEASE DELIVER THE TEXT OF THES

LETTER IN PARA. 4 TO YOUR HCST GOVERNMENT' S PERSONAL
REIFRESENTATIVE FOR THE ECCNOMIC SUMMIT, UNDER COVER OF A
NOTE INFORMING THE SERSONAL REPRESENTATIVE THAT THE LETTER
CCONTAINS THE USG VIEWS ON ISSUES ANC TOPICS FOR THE :
VERSAILLES SUMMIT AND HAS BEESN DELIVERED TO JACQUES ATTALZ
AS AGREED AT THE DECEMEER MEETING OF PR' S, -

4. BEGIN TEXT.

CZAR JACQUES:

n

IN THIS NOTE I wOULD LIKE TO GIVE THE VIEZWE OF THEZ u.
ON THE OVERALL CONCEPT, THE THEMES AND THE AGENDA FOR THEZ
VERSAILLES SUMMIT, wHKICH EACH PERSCNAL REPRESENTATIVE
AGREEC TO PROVIDE PRICRF TC OUR NEXT MEETING ON FEBRUARY 27-

28.

T=E ANNUAL ECONCMIC SUMMITS HAVE BECCME INVALUASLE NOT

CNLY AS A MEANS OF DEALING WITH THE PRICRITY POLICY

ISSUES CONFRONTING THE INDUSTRAILIZED DEMOCRACIES. eBuT

ALS0O AS A MEANS OF INSPIRING CONFIDENCE THAT WE SHARES .
COMMON OBJECTIVES AND WILL COOPERATE TC ATTAIN=-THEM =

CURING A PERIOD OF INTENSE CHANGE AND UNCERTAINTY-THAT
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HAS CHARACTERIZED THE POST-1973 INTERNATIONAL ECONCMIC
SYETEM, 8Y MEETING TOGETHER ON AN ANNUAL 8ASIS, OUR
SACZRS PRCJECT TC OUR PEOPLE AND THE WORLD THEIR
INDIVIDUAL AND COLLECTIVE OETERMINATION TC PRESERVE AND
ENHANCE THE ECONOMIC PRCSPERITY AND SECURITY CF THE
INDUSTRIALIZED DEMOCRACIES. IN THIS SENSE, THE ECONOMIC
SUMMITS ADDRESS MUCH MORE THAN ECONOMICS, EVEN THOUGH
THIS REMAINS THEIR PRINCIPAL SUBJECT. -

THE MOST IMPORTANT FUNCTION IS TO ALLOW FOR A THOROUGH
AND FAR-REACHING EXCHANGE OF VIEWS AMONG LEADERS. EACH
LEADER GAINS A BETTER UNDERSTANDING OF THE BROAD
PCLITICAL AND ECONOMIC PERSPECTIVE FROM wWHICH HIS OR

HER COLLEAGUES ARE APPROACHING THEIR RESPONSIBILITIEZS.
THE RESULT MAY NOT ALWAYS BE CONCRETE DECISIONS =-AT THE
SUMMIT. INDEED, THE DISCUSSIONS WILL BE MORE RELEVANT
AND SIGNIFICANT IF THE LEADERS DO NOT HAVE TO SPEND TIME
CN DETAILED NEGOTIATION OF SPECIFIC POINTS OR ISSUES. -
THE EXCHANGE CAN AND DOES PERMIT THE FCRMULATION OF
COMMON VIEWS ZXPRES3ED IN THE COMMUNIQUE AND BEYOND THAT
SNFLUENCES THE WAY IN WHICH EACH LEZADSR MAKES DECISICNS
CNCE HE OR SHE RETURNS HOME. NATIONAL POLICIES ARZ
SETTER INFCORMED AND MCRE SENSITIVE TC INTERNATIONAL
CNEIDERATIONS AS A RESULT. ) -

Ou

HZ SERIOUS ECONOMIC PROBLEMS WE FACE MAKE THIS SUMMIT
PARTICULARLY IMPORTANT. A COMMON SENSZ CF PURPQSE, A
WILLINGNESS TO SBREAK AWAY FROM PESSIMISTIC ATTITUDES
TCWARDS OUR PROBLEMS, A SOUND AFPROACH TO

RZSOLVING THEM, AND THE ESTABLISHMENT OF A POSITIVE
CCURSE WHICH WEZ CAN PURSUE TOGETHKER IN SUCH AREAS AS
TRADE AND ECONOMIC GROWTH CAN STRENGTHEN THE ABILITY CF
EACH OF OQOUR LEADERS TO SUCCESSFULLY OVERCOME CURRENT
ECONCMIC DIFFICULTIES. ON THE OTHER HANE, ABSENT SUCH
PROGRESS, THESEZ SAME PROBLEMS CAN IMMCSSILIZE OUR GCVERN=-
MINTS AND HEIGHTEN INTERNATIONAL FRICTIONS. WE MUST RETAIN
T-Z CONFIDENCE THAT OUR SOCIETIES CAN MEET THE TASK OF
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GRCOWTH AND PRCSPERITY IN THE WESTERN WORLD.

ITICON, POLITICAL DISCUSSIONS AT THE SUMMIT WI_. 32
ANT TO THE OVERALL TONE AND FRAMEIWCRK FOR CONSIDER-
SCONOMIC ISSUES. THIS IS PARTICULARLY TRUE THISYEAR
EVENTS MAVE THROWN THE SPOTLIGHT ON OUR SECURITY CON-
INS. WE SHOULD CONSOLIDATE CUR CONSENSUS AND MOVE CR=-
C ON OUR COMMON RESPONSE TO PCLANE, AFGHANISTAN AND
E3CADER RELATIONS WITH THE SOVIET UNION, THESE DISCUS
SIONS CAN CCNTRIBUTE TO A SENSE OF COMMON PURPOSE AMONG
OUR NATIONS AND CAN HIGHLIGHT THE IMPORTANCE OF OUR
POLITICAL ALLIANCES. WE WILL ALSO WISH TO DISCUSS MAJOR
SECGIONAL ISSUES AND ANY OTHER TIMELY CONCERNS. IT wCuLcC
E2 MOST USEFUL TO SUMMARIZE THESE DISCUSSIONS IN A CHAIR=
MAN' & SUMMARY, AS WE DID SO EFFECT:-VELY AT TTAWA.
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AT VERSAILLES, CUR LEADERS WILL WANT TO HAVE A THORCUGH
AND CANDID EXCHANGE ON MACRCECONOMIC POLICY ISSUES. auT
wEZ CAN DO MCRE THAN THAT: OUR LEZADZRS SHCOULD DISCUSS HCw
EEST TO WORK TOGETHER TO IMPROVE ECONCOMIC PZIRFORMANCE, 1IN
=2 FRAMEWCRK OF A COMMCN VIEW OF OUR BASIC ECONOMIC

, ECTIVES.

ALL CUR COUNTRIES HAVE THE SAME OBJECTIVES: VIGCROUS
GRCwWTH, LOW INFLATION, REDUCED UNEMPLOYMENT., AND GRZATER
STABILITY IN FOREIGN EXCHANGE MARKETE. WHILE WE MAY
SIFFER FRCOM TIME TO TIME ON HOW EEST TC ATTAIN THESE
C3JECTIVES, WE RECOGNIZE THAT WE CAN ATTAIN THEM BETTER
8Y WORKING TOGETHER THAN AT CROSS PURPCSES. IN THIS -
SPIRIT, WE MUST REMAIN SENSITIVE TO THE CONSEQUENCES OF
THE DIFFERENCES AMONG COUR DOMESTIC PCLICIES AND

+
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RECCGNIZE THAT THESE DIFFERENCES MUST BE KEPT WITHIN
REASCNABLE LIMITS IF STABILITY IS TO RESULT.

BEYONC THE IMMEDIATE ISSUES COF DCMESTIC ECONOMIC PCLICY,
THE UNITED STATES 3ELISVES THAT THREE THEMES, IN PAR-
TICULAR, ARE CRITICAL FOR THE LONGER-TERM COURSE WE SEEK
TO CHART: MULTILATERAL TRADE RELATIONS, ENERGY SECURITY,
AND EAST-WEST ECONOMIC RELATIONS.

TRADE. THE POST-WAR MULTILATERAL TRADING SYSTEM STANDS AT
A CRITICAL THRESHOLD. -SERIOUS DOMESTIC ECONOMIC PROBLEMS,
AND THE RESULTING INCREASE IN SENSITIVITY TO COMPETITION,
ARE PROPELLING COUNTRIES TOWARD INCREASINGLY PROTECTIONIST
POLICIES, THESE PROTECTIONIST POLICIES, IN TURN,
MISALLOCATE RESOURCES AND REDUCE NATIONAL ECONOMIC
EFFICIENCY AND WELL-BEING. IN THESE CIRCUMSTANCES, THE
REZDUCTION OF TARIFF BARRIERS IS.NO LONGER THE KEv. TARIFF
RATES ON MOST MANUFACTURED PRODUCTS ARE AT HISTORICALLY

(T Ll vow b o o |

LOW LEVELS. NON-TARIFF BARRIERS, BY CONTRAST, HAVE GROWN
AND NOW REPRESENT SERIOUS OBSTACLES. YET, EXPERIENCE IN
SZALING WITH THESE BARRIERS IN THE MANUFACTURING SECTOR CR
SN CTmER SECTORS SUCH AS AGRICULTURE, INVESTMENT AND
SERVICES, ARE MUCH MORE LIMITED. WE MAVE ONLY SEGUN TO
ESTABLISH THE PRINCIPLES THAT APPLY IN THIS AREA AND THUS
FAR HAVE NOT FOUND A CLEAR AND SIMPLE RALLYING POINT FCOR'
NEIW RULES AND A REDUCTION OF DISTORTIONS THAT ARE IN THE
INTEREST OF ALL.

N>

AFTER WORLD WAR II, WE FOUND RATIONAL, PREDICTASLE AND
EQUITABLE RULES TO DISCIPLINE TRADE PCLICIES AT THE RBCRDEIR.
CAN WE NOW FIND APPROFPRIATE INTERNATIONAL RULES TC
HARMCNIZE OR MODIFY POLICIES ADOPTED FOR ESSENTIALLY .
INTERNAL REASONS THAT NEVERTHELESS HAVE AN ADVERSE IMPACT
CN THZ MOVEMENT OF GOCDS, SERVICES, AND CAPITAL ACROSS OUR
SE0RDERS? EVEN AS WE INSIST ON FULL IMPLEMENTATICN OF THE
RESULTS OF THE TOKYO ROUND. WE NEED TO START DEVELCPING
NEW UNDERSTANDINGS AND RULES TO DEAL WITH NEW PRCBL EMS.

N =TI >LIrM

!
L

CATT MINISTERIAL TAKES PLACES IN NOVEMBESR OF THIS YZAR.

TmE SUMMIT COUNTRIES S=0OULD CONSIDER MAKING THEI POLITICAL
COMMITMENT TC PREPARE SOR AND USE THIS MINISTERIAL TC
BEGIN A PROCESS OF INVENTCRYING, ANALYZING, AND ENGAGING

IN SERIOUS ACTION~-ORIENTED CISCUSSION OF THE NEW THRZATS
AN CPPORTUNITIES CONFRONTING THE INTERNATICNAL TRADING
SYSTEM IN SUCH AREAS AS INVESTMENT AND RELATED TRADE
CISTCRTIONS; TRADE IN SERVICES; THE TRADE IMPLICATIONS

CF- RAPID TECHNOLOGICAL INNOVATION; TRADE WITH RDEVELOPING
COUNTRIES AND THE THCORNY QUESTICN OF SAFEGUARDS AND
STRUCTURAL ADJUSTMENT WHICH MUST BE ACDRESSED IF wZ ARE TC
SMARE WITH DEVELCPING NATIONS THE FULL BENEFITS QF, AND )
RESPCNSIBILITY FOR, THE INTERNATIONAL TRADING SYSTEM;, AND
TRACE IN AGRICULTURE FCAR THE MUTUAL BENEFIT OF PROCUCERS
AND CCNSUMERSE.

N—TI>ITM

WZ BELIEVE IT PARTICULARLY APPROPRIATE FOR THE VERSAILLES
SUMMIT TO DEVELCP THE THEME OF TECHNOLOGICAL INNCVATION, AS
YOU ESUGGESTED. AND ITS FUNDAMENTAL IMPLICATIONS FCR
EMPLCYMENT ANTZ INTERNATIONAL COMPETITIVENESS,

ENERGY SECURITY. AFTER TWO SHATTERING OIL PRICGE SHOCKS,
ENERGY MARKETS HAVE STABILIZED. THIS IS TRUE, IN LARGE .
SART, BECAUSE MOST COUNTRIES NOW PERMIT THE MARKET PRICING
CF ENERGY SUFRPLIES. THE CURRENT WCRLD OQIL SURPLUS IS A
WELCCME RESULT OF MARKET FCRCES: WE NE= TS CONTINUEZ TC
REMOVE REMAINING OBSTACLES TO THE EFFICIENT PRICING QF
ENERGY SUPPLIES AND PRCDUCTS. '

THE IMPROVED MARKET SITUATION, HOWEVER, SHOULD NOCT LEAR TC

AALVMPIAFLIT™) 2
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COMPLACEINCY. WE FACE CONTINUING AND STILL BIFFICULT
THREATS. THE THREAT CF OIL DISRUFTIONS CONTINUES,
INTENSIFIED BY INTRA-REGIONAL WARFARE BETWEEN IRAQ AND
<RAN. AND CONTINUING ARAE-ISRAEL?Z TENSIONS. THERE ARE
CTHER SOURCES ©F INSTABILITY AS WELL:

~= THE RISK THAT, WHILE WE BENEFIT FROM SECULAR DECLINE IN
REAL OIL PRICES, THE PRESENT DOWNTURN IS TEMPORARY AND

MAY UNDERCUT CONSERVATION AND THE DEVELOPMENT OF ALTERNATIVE
ENERGY SOURCES.

== THEZ VULNERABILITY ASSOCIATED WITH LARGE-SCALE DEPENDENCE
ON RELATIVELY LESS FLEXISLE SUPPLIES OF NATURAL GAS FROM
PCTENTIALLY UNRELIABLE SCURCES -- THE SOVIET UNION, OPEC
COUNTRIES, ETC.

== THE PRESSURE OF ANTI-NUCLEAR SENTIMENT IN OUR DEMOCRACIES
WHICH SEVERELY IMPEDES THE GROWTH OF ONE OF OUR MOST
IMPORTANT SOURCES OF FUTURE ELECTRIC POWER. .

TC RESPOND TO THIS BRCACER ARRAY OF CONCERNS, THE WEST
SHOULD RALLY TO REVITALIZE COCPERATION ONCE AGAIN IN ENERGY
SECURITY. THIS TIME, HOWEVER, THE APPROACH SHOULD
EMPHASIZE VARICUS ENERGY SECTORS (NOT CNLY OIL) AND SHCULD
CPZIRATE THROUGH CCMESTIC AS WELL AS MULTILATERAL
INITIATIVES. THE SUMMIT LZADERS MIGHT CONSIDER HOW TO
STREZSS THE NEED TC CCNTINUE THE PROGRESS IN RECUCING

CNSUMPTION AND STIMULATE NEW PRODUCTICN AND HOW BEST TO
ENHANCE OUR MUTUAL ENZRGY SECURITY.

EAST-WEST ECONOMIC RELATICNS. ECONDOMIC RELATIONS ZESTWEEN
EAST AND WEST ARE A POTENTIALLY DIVISIVE ISSUE BETWEEN US.
LAST XEAR, AT THE CTTAWA SUMMIT, THE UNITED STATES TOOK A
CAREFULLY DIFFERENTIATED PCOSITION ON THIS ISSUE. WE NOTEDR
THAT ZCONOMIC RELATIONS ARE INEVITABLY AFFECTED AND
CONSTRAINED BY THE NATURI OF BROAD POLITICAL AND STRATEGIC
SELATICNS BETWEEN ZAST AND WEST. WE FURTHER NOTSZD THAT
THESZ ECCNOMIC CCONTACTS CANNOT BE ALLOWED TO UNDERMINE

ThE COLLECTIVE PCLITICAL WILL OF THE WEST TO REACT TO THE
SELVV-MANDED BUILCU® AND USE OF INTIMIDAT-ON =v THE SOVIET
UNION.

wWEZ CALLED FOR GREATER CONSULTATIONS AMONG WESTERN GCVERN=-
VENTS TO ENSURE THAT WE UTILIZE OUR OWN ECONDMIC AND
FINANCIAL POWER VIS-A-VIS THE EAST IN WAYS THAT ENHANCE

CUR COMMCN GOAL.

.MUCH HAS HAPPENEL SINCE THEN. WE SHOULD CONTINUE TC WCRK

TOWARD CCMPLEMENTARY AND REINFORCING ECONOMIC AS WELL AS
POLITICAL ACTIONE TO SIGNAL DISAPPROVAL ©N THE STRCNGEST
PCE8IELE WAY OF CURRENT FCLICIZS OF THE PCLISH GOVERNMENT
AND, AE THME ULTIMATE SCURCE BEMIND THESE FOLICIES, THE
SCVIZT UNION.® IN THE _ONGER “TERM, WE MUS™ STRENEGTHEN
CONTROLS ON STRATEGIC EZXPORTS AND BUILD ON THME EXCELLENT
RESULTS OF THE HIGH-LEVEL COCOM MEETING IN JANUARY,.
FURTHWER, WE MUST SCRT OUT PATIENTLY AND PRUZENTLY OUR
CIFFERENCES ON ISSUES OF DEPENDENCE AND VULNERABILITY VIS~
£-VIS SOVIET ENERGY SUPPLIES AND MARKETS. AND WE MUST
CCONTINUE TO CCORCINATE CUR SCLICIES ON FINANCIAL EXPCSURE
AND FURTHER ECCONCMIC RE_ATIONS wITkH POLANZ, OTHER GCVERN-
MENTE OF EASTERN EURCPZ, AS WELL AS THE SOVIET UNTION.

THE UNITED STATZE IS ALSO MINDFUL CF THE NEZD TO SUSTAIN
ANS DEEPEN THE "SPIRIT OF CANCUN" IN RELATIONS BETWESN
SUMMIT ANE DEVELCPING CCUNTRIES. IN TRADE AND ENERGY
SECURITY, THE CONCEZRNS OF DEVELOPING NATICNS SHOULDS FIGURE
PROMINENTLY. THEY HAVE YET TO BENEFIT FULLY FROM. OR
CONTRIBUTE AS ACTIVELY A5 WE WOULD LIKE TO, THE PCSTWAR
TRADING SYSTEM, AND IT WCULD BE CATASTRCPHIC FOR THE FUTURE

MAMPIRPf®IIT™ 1 A
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OF THZISZ CCOUNTRIES IF THE CEVELCPED COUNTRIES NCW TURNED
THEIR BEACKS ON THI PURSUIT OF FREE TRADE. WE AND THEY

NEED TO FIND WAYS CF STRENGTHENING THE TRADING SYSTEM IN
CRDER TO PREISERVE ITS OPENNESS. IN ENERGY, wS 3SHOULD
CISCUSE WAYE TC ACCZLERATSE THE EFFCRTS CF THE WGORLD BANK
AND SILATERAL ASSISTANCE PROGRAMS TO CATALYZEZ THE FLOW OF
PRIVATE CAPITAL TO DEVELOPING CCUNTRIES. VITAL TO THE
OVERALL GROWTH PROSPECTS OF THE DEVELOPING CCUNTRIES,
ESPECIALLY IN THE AREAS OF TRADE AND ENERGY, IS THE ROLE OF
PRIVATE INVESTMENT.

N == CI><IT71

THE VERSAILLES SUMMIT IN A SENSE BRINGS US BACK TO
RAMSOUILLET. CUR CENTRAL PURPQOSE TCDAY WAS ALSO STATED

THEN: "WE INTEND TO PLAY OUR OWN FULL PART AND STRENGTHEN
OUR ZFFORTS FOR CLOSER, INTERNATIONAL CCOPERATION AND
CONSTRUCTIVE DIALOGUE AMONG ALL COUNTRIES. " THE UNITED

STATES LOCKS FORWARD TO WORKING: CLOSELY WITH OUR PARTNERS
TO ACHIEVE THESE ENDS.

GUESs.
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I AM SENDING A COPY OF THIS NOTE TO CUR DTHEIR COLL
SINCERELY,
308 HORMATS
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